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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of ;
CLOYD C. HILLIS and CARRIE S. HILLIS)

Appear ances:
For Appellant: Coyd C Hillis, in propria persona

For Respondent: Harrison Harkins, Associate Tax Counsel

OPLNLON
This appeal is made pursuant to Section 19 of the Personal
Income Tax Act (Chapter 329, Statutes of 1935, as anended) from
t he action of the Franchise Tax Conm ssioner in overruling the
protest of Cloyd ¢, Hillis and Carrie S. Hillis to a proposed
assessment of additional tax for the year ended Decenber 31,
1935, in the amount of $16. 06,

On June 1, 1930, the Appellants purchased for their personal

use certain residential property in Santa 4Ana, California, at
the price of $17,100, the Erlce being paid by giving in exchange
thair former residence in Long Beach, California.gnd.by assum ng
indebtedness agai nst the property nggrugati ng 311,000¢ The

pel lants occupi ed the Santa Ana house until Septenber, 1934,

en a change in the enploynent of_the Appellant Coyd C Hillis
required them to nove elsewhere. Thereafter the property was
rented, but the rents obtainabl e were insufficient to nmeet the
requi red paynents on the indebtedness, and in My of 1935 the
Appel | ants deeded the property to the nortgagees in consideration
for the cancellation of the indebtedness, on which the balance
due at that time was approximately §7,000,

As a result of this transactionthe Appellants claimto
have suffered a [oss of sone $7,000. The proposed assessnent
has resulted from the refusal of the Conm ssioner to allow any
portie of this amount as a deduction from gross incone,

Section 8(d) of the Act allows the deduction of |osses
"incurred in any transaction entered into for profit," Under
this provision one who sustains a |oss onthe-sale of residential
property which was purchased for personal use, but which was
rented or otherw se used for income-producing purposes for a
Penod | medi ately preceding the date of sale, may deduct the
0SS up to the amount by which the fair value of the property at
the time of the conversion to income purposes exceeds the anount
realized, subject to proper adjustments for depreciation, and
subiect al so to the capital loss limtations provided by Section
7(e3 of the Act; (Regulations Relating to the Personal” | ncone
Tax Act of 1935, Article 8(d)-1, Heiner v, Tindle, 276 U. &,

582.")
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The action of the Comm ssioner in disallowng the deduction
was taken on the ground that there was no show ng that the fair
market value of the property at the time of its conversion to
I ncone purposes exceeded in the anobunt the $7,000. indebt edness
cancelled by the nortgagees. |n our opinion, however, the
Conmi ssi oner was not &ustlfled I n disregardi n% the fact that the
APpeII_ant Pal d $17,100 for the property in 1930. The rel evancy
of original cost as an indication of current value is well:
recogni zed. (Chicago Ry, Equipnent Co. v, Blair, 20 F. 2d 10;
State of Minnesota v, Federal Reserve Bank, 25 l3: Supp. 14; Los
Angeles Gas & Electric Corp. v, Railroad Comm ssivan 289 U, S.
287, 306; Bonbright, Valuation of Property, p. l44.

Li kewi se, the inability of an owner to find a buyer for his
property does not nean that the %roperty has no fair market
val ue (Larkin v. Gage, 28 F. 2d 78; State of Mnnesota v. Federal
Reserve Bank, supra; fturnl ey v, Elizabeth, 76 N.J.L. 42, 68
Atl. 1094), nor do the terns "fair value" or "fair market val ue"
refer to the price which could be obtained at a "forced sal e?
(Inre Crystal Ice & Fuel Co, , 282.ked; 1007, Nolte v, Hudson,
NaV|8gat|)on Co., 8 F. 2d 859; ﬁonbright, Val uation of Property,
p. 841,

Wthout the allowance of any loss on the sale of the prop-
erty the Appellants® net incone for 1935 was §1,606,20 in excess
of their ﬁersonal exenption and 'credit for dependents. It
follows that allowing for the fact that under Section 7(e) only
60 per cent of the recognized |oss my be taken into account in
conputing net income, in order for the Appellants to prevail it
IS necessary _onl3é that they establish that the fair value of
the property in Septenber, " 1934, whenit was converted to incone
purposes, was $2,677, in excess of the amount realized,*

In view of the $17,100, purchase price paid in 1930, and in
t he absence of any other evidence as to the tair value of the
property in SeBt ember, 1934, when it was converted to incone
purposes, we believe there 1s anple justification for the concl u-
sion that the value at that tine was at |east §9,677., or $2,677
in excess of the $7,000 realized on the disposal of the property.

D R

_Pursuant to the views expressed in the opinion of the Board
on file in this proceeding, and good cause appearing therefor,

| T IS HEREBY ORDERED, ADJUDGED AND DECREED that the action
of Chas. J. McColgan, Franchise Tax Conmi ssioner, in overruling
the protest of Coyd C Hillis and Carrie S. Hillis to a proposed
assessment of additional tax in the anount of $16.06 for the
ear ended Decenber 31, 1935, be and the same is hereby reversed.
ai d ruling ishereby set aside and the sai d Conmm ssioner is
hereby directed to proceed in conformty wth this order.

* $1,606,202 .60 = $2,677.00
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Done at Sacramento,California, thfs 4th day of August, 1942,
by the State Board of Equalization,

. R, E. Collins, Chairman
Wn G Bonelli, Menber
George R Reilly) Menber

ATTEST: Dixwel|l L, Pierce, Secretary
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